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1975  Financial  Highlights 


Net  sales  S3.713  billion 

Up  13.6% 

Income  after  taxes  $157  million 

Up  32.3% 

Earnings  per  share  $3.54 

Up  85  cents 

Dividends  per  share  $1.22 

1974  divider 
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Letter  to  Shareholders 


Ralph  Lazarus 

Chairman  of  the  Board 


Annual  Meeting 

All  Federated  shareholders  are  invited  to  attend  our  1976  annual 
meeting.  It  will  be  held  at  2  p.m.  on  Tuesday,  May  25,  at  Federated's 
headquarters,  222  West  Seventh  Street,  Cincinnati,  Ohio. 


Dear  Fellow  Shareholders:  Thanks  to  the  remarkable 
performance  of  our  1 9  operating  divisions,  Federated's 
results  in.  1975  were  the  best  in  its  history  Mew  sales  and 
profit  records  were  set  in  each  quarter  as  well  as  for  the 
year.  It  was  Federated’s  Iargestyear-to-year  gain  in  earnings 
in  the  Ia$t20years  as  well  asthefifth  consecutive  record  year. 

Earnings  per  share  for  the  52  weeks  ended  January  31 , 
1976,  were  $3.54,  compared  to  $2.69  per  share  for  the  52 
weeks  ended  February  1, 1975.  Federated’s  net  income  was 
$157,410,579,  compared  with  $119,013,433  in  the 
previous  year,  an  increase  of  32.3  percent.  Sales  were 
$3,712,863,873,  compared  to  last  year's  $3,269,108,363, 
an  increase  of  13.6  percent. 

Fourth  quarter  earnings  were  $1 .61  per  share  in  1975, 
compared  to  $1.21  in  1974. 

In  our  judgment,  Federated’s  outstanding  1975  perform¬ 
ance  can  be  traced  to  two  primary  factors: 

1.  The  realization,  as  early  as  1973,  that  difficult  times 

were  ahead  for  the  economy; 

2.  The  speed  with  which  our  divisions  moved  to  put  their 

houses  in  order. 

As  a  result,  when  the  crunch  came  we  were  not  bogged 
down  in  inventory  clearance  or  crash  programs  of  cost 
control  but  were  free  to  concentrate  our  total  energies  on 
serving  our  customers.  The  full  story  of  1975  is  told  else¬ 
where  in  this  report,  especially  in  the  persona!  reflections 
of  the  chairman  which  begin  on  page  5. 

A  comparison  of  1975  earnings  with  the  two  previous 
years  is  noteworthy.  Earnings  per  share  in  1975  were  31.6 
percent  over  1974  and  37.7  percent  over  1973.  It  was 
during  1973  and  1974  that  thereto  industry  experienced 
its  worst  recession  in  many  years. 

The  strength  of  Federated’s  balance  sheet  has  been 
fundamental  to  our  past,  present  and  future  plans. 

Financial  restrictions  do  not  impede  our  ability  to  expand 
profitably.  Shareholders'  equity  of  over  one  billion  dollars 
is  nine  times  long-term  debt.  Our  short-term  debt  man¬ 
agement  and  the  use  of  off-balance-sheet  financing  are 
conservative. 

We  believe  Federated's  conservative  financial  manage¬ 
ment  gives  us  a  unique  capacity  to  take  advantage 
of  opportunities  for  continued  profitable  growth  in  the 
competitive  retail  environment.  We  believe  thatwe 
have  demonstrated  that  capability. 

Federated  has  used  the  LIFO  (Last-in,  First-out)  method 
of  accounting  for  inventory  since  1941 .  The  Internal 
Revenue  Service  interpretation  of  the  statute  permitting 
LIFO  accounting  precludes  us  from  discussing  the  effect  of 
LIFO  on  ourearnings. 

Turning  to  the  details  of  our  operations,  we  find 
department  stores  accounted  for  74.0  percent  of  total 
1975  sales  volume,  compared  with  76.4  percent  in  the 
previous  year.  Profit  contribution  of  department  stores 
(before  federal,  state  and  local  income  taxes,  central  office 


Harold  Krensky 
President 
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costs  and  interest  expense)  was  11.7  percent  of  their  sales, 
compared  with  10.3  percent  in  1974. 

Our  mass  merchandising  divisions  produced  26.0  per¬ 
cent  of  total  1975  sales,  compared  with  23.6  percent  in 
1974.  Their  profit  contribution  was  3.5  percent  of  their 
sales,  compared  with  3.1  percent  in  1974. 

Federated  added  2,100,000  square  feet  of  retail  space 
in  1975,  including  21  new  stores.  In  1976  we  plan  to  add  a 
total  of  2,322,000  square  feet,  including  21  new  stores. 

On  September 24, 1975,  we  weredeeply  saddened  by 
the  death  of  Sidney  L.  Solomon.  Mr.  Solomon  contributed 
greatly  to  the  success  of  Federated,  both  as  the  chairman 
of  Abraham  &  Straus  and  as  a  member  of  the  board.  An 
endowed  fellowship  in  memory  of  Mr.  Solomon  has  been 
established  at  Harvard  College  under  a  joint  grant  by 
Federated  and  the  family  of  Mr.  Solomon. 

Two  distinguished  and  long-service  members  of  the 
board  will  complete  theirservice  effective  May  25, 1976. 
They  are  Alfred  M.  Gruenther  ar.c  T.  Spencer  Shore. 

General  Gruenther  has  served  on  the  board  for  1 1  years. 

Mr.  Shore  has  been  aboard  member  for  21  years.  We  will 
be  forever  grateful  for  the  contributions  they  made  to 
further  Federated's  success. 

One  new  member  was  elected  to  the  board  in  1975.  She 
is  Kathryn  D.  Wriston,  a  New  York  lawyer. 

Federated's  principal  objective  in  1976  is  to  build  upon 
the  success  of  the  last  two  years.  Once  again  we  must 
underscore  Federated’s  greatest  resource,  its  employees. 

It  is  a  tribute  to  Federated’s  people  that  because  of  their 
resourcefulness,  beliefs  and  dedication,  the  company 
was  able  to  post  its  outstanding  performance  record  for 
the  years  1973  through  1975. 

We  will  be  tested  again  this  year,  but  because  of  our 
resource  of  outstanding  people  and  corporate  and 
divisional  strategies  and  plans  that  are  in  place  and 
working,  we  are  confident  that  we  will  continue  our  record 
of  progress  and  achievement.  To  all  of  our  people,  to  our 
customers,  to  oursuppliers,  to  ourdirectors  and  officers 
and  to  you,  our  shareholders,  we  express  our  sincere 
appreciation  for  your  continuing  support. 

Respectfully  submitted, 

Ralph  Lazarus,  Chairman  of  the  Board 
Harold  Krensky,  President 

By  order  of  the  Board  of  Directors,  March,  1 976. 


Kathryn  D.  Wriston 

Federated  added  a  new  member  to  the  board  of  directors  in  1 975. 
She  is  Mrs.  Kathryn  D.  Wriston.  Mrs.  Wriston  is  a  member  of  the  bar  of 
the  State  of  New  York  and  is  a  trustee  of  Fordham  University  and  the 
Practising  Law  Institute. 


Fred  Lazarus,  Jr.  Memorial  Award 

The  winner  of  the  second  annual  Fred  Lazarus,  Jr  Memorial  Award  was 
Milton  Johnson,  Jr  The  award  was  instituted  by  Federated  to  honor  the 
retailer  who  shows  the  most  innovative  initiatives  in  community  service 
Mr.  Johnson  is  one  of  the  founders  of  the  Black  Retail  Action  Group 
(BRAG)  He  is  a  buyer  lor  1  C.  Penney  in  New  York.  The  1974  winner  was 
Joan  Vant  of  Goldblatt's  in  Chicago  for  her  efforts  in  cancer  research. 
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Retiring  from  Board 

Two  member c  ef  the  board  of  directors  vjii!  complete  their  service  on 
May  25,  1976.  They  are  Ceneral  Alfred  M.  Gruenther,  who  has  served 
on  the  board  for  11  years,  and  T.  Spencer  Shore,  who  has  been  a  board 
member  for  21  years. 


General  Alfred  M.  Gruenther 

General  Gruenther  is  a  soldier-statesman,  humanitarian  and  business¬ 
man  During  World  War  II  he  earned  a  reputation  as  "the  brainiest 
soldier-statesman  of  the  age  "  From  1953  to  1956  he  served  as  Supreme 
Allied  Commander,  Europe.  As  president  of  the  American  Red  Cross 
from  1957  to  1964,  he  is  credited  with  providing  it  with  " greater 
meaning  than  ever  before  in  its  errand  of  mercy." 


Sidney  Leon  Solomon,  1902-1975 

We,  the  officers  and  directors  of  Federated  Department  Stores,  Inc , 
wish  to  express  our  profound  sorrow  and  our  deep  sense  of  personal  loss 
at  the  passing  of  our  friend  and  colleague,  Sidney  Leon  Solomon,  in 
New  York  on  September  24,  1975 

We  knew  Sidney  Solomon  as  a  builder  of  people  and  as  an  architect 
of  retailing.  Linder  his  direction,  Abraham  &  Straus  became  the  "mother 
of  store  presidents"  because  he  developed  so  many  leaders  for  other 
divisions  of  Federated  Concurrently,  Mr.  Solomon  took  a  one-store 
Abraham  &  Straus  location  in  Brooklyn,  expanded  it  into  the  suburbs 
and  molded  it  into  an  innovative  model  of  retailing  and  Federated's 
leader  in  sales  volume. 

Like  the  man  himself,  his  success  formula  was  humanly  simple.  He 
would  often  say:  "One  can  always  bei&ygiartinet,  one  who  pounds  the 
table.  But  this  will  not  get  the  re |§Jit  that  are  needed.  One  has  to 
explain,  not  tell;  ask,  not  order." 

Mr.  So/omon  lived  this  philosophy.  He  was  always  eager  to  learn  as 
well  as  to  impart  ideas.  He  made  a  tradition  of  Saturday  morning  tours 
through  all  200  departments  of  the  mam  store  where  he  talked  with 
people,  not  to  them  He  was  in  his  trijmgfement—a  human  being 
being  human. 

His  physical  strength  more  than  matched  his  inner  strength  and 
beliefs.  Up  until  a  few  years  ago,  when  he  was  in  his  early  7 0’s,  Mr. 
Solomon  walked  daily  from  his  Fifth  Avenue  apartment  to  an  office  in 
Federated's  New  York  headquarters  One  day  he  confessed,  "My  legs 
aren't  what  they  used  to  be,  but  then,  neither  are  Mickey  Mantle's  " 

We  shall  miss  Sidney  Solomon — for  his  wit,  his  compassion  and  his 
belief  in  the  individual.  Without  his  counsel  and  insight  as  a  member  of 
the  board  of  directors  for  more  than  19  years,  Federated  would  not  be 
where  it  is  today. 


T.  Spencer  Shore 

Mr.  Shore  is  a  businessman's  businessman.  Eagle-Picher  has  named 
the  period  from  1949,  when  he  became  its  president  and  a  director, 
to  1968,  when  he  stepped  down  as  chairman,  as  "An  Era  From  Mine  to 
Moon."  Under  his  19  years  of  rnilmmive  leadership,  Eagle-Picher  grew 
to  become  a  Fortune  500  Company,  involved  in  virtually  every  major 
industrial  market  in  the  United  States. 
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a  Memorable  Year 

By  Ralph  Lazarus,  Chairman 


!  have  repeated  that  gloomy  story  here, 
any  particular  application  to  this  comp; 


The  bubbling,  optimistic,  everything-grows  spir 
a/ the  number  of  Americans  holding  common  stc 


On  DecemberlO  last  year,  the  New  York  Stock  Exchange 
quietly  dropped  a  long-awaited  bomb. 

In  little  more  than  five  years,  the  Exchange  reported,  more 
than  5.5  million  investors  have  quit  Wall  Street.  Since  1970, 
the  number  of  individuals  owning  corporate  stocks  or  shares 
in  mutual  funds  has  declined  by  18.2  percent  — from  30.8 
million  to  a  mid-1975  total  or  25.2  million.  “The  news,"  Ex¬ 
change  Chairman  James  J.  Needham  told  reporters,  “is  bad." 
Even  though  the  market  rebounded  sharply  in  1975  "in¬ 
vestors,”  Needham  said,  “seem  to  prefer  to  put  their  money 
somewhere  else  than  in  the  stock  market.” 


has  now  turned  to  caution.  Such  old-fashioned  words  as 
prudence  have  regained  respectability.  People  who  had  f 
gotten  that  what  goes  up  sometimes  comes  down  are  no' 
once  again,  reading  the  fine  print  and  keeping  their  powc 
dry.  America,  in  short,  is  home  from  its  twenty -year  spree 
and  now  earnestly  seeks  to  probe  an  uncertain  future. 

That  is  why,  for  the  first  time  in  Federated's  history,  las 
year’s  annual  report  carried,  not  only  the  usual  review  of 
operations,  but  a  personal  message  from  the  chairman  de 
signed  to  add  to  your  understanding  of  the  beliefs  that 
shape  this  company.  And  it  is  why  —  even  though  we  are 
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Perhaps  the  best  place  to  begin  is  with  the  question  I 
have  been  asked  most  frequently  in  recent  months:  why  did 
Federated  do  so  well  in  the  stuttering  economy  of  1975?  I 
like  that  question  because  it  surprises  so  many  people  to 
learn  that  1975  results  cannot  be  traced  solely  to  some 
stroke  of  genius  committed  by  current  management.  In¬ 
deed,  those  of  us  presently  responsible  for  Federated's 
performance  can  claim  only  a  fraction  of  the  credit  for  the 
company’s  record  showing. These  random  illustrations  may 
suggest  why: 

*  Of  the35store  principals  who  ran  ouroperating  divisions 
so  successfully  in  1975, 29  were  hired  and  trained  by  earlier 
generations  of  management. 

*  Of  the  21  new  stores  opened  in  1975,  all  owe  their  exist¬ 
ence  to  planning  and  site  selection  done  as  much  as  15 
years  in  the  past. 

*  Some  of  the  divisions  that  were  our  top  profit  performers 
in  1975  were  acquired  long  before  any  present  member  of 
Federated’s  management  was  in  his  current  job. 

My  point,  of  course,  is  that  a  corporation,  like  a  person, 
is  a  product  not  alone  of  the  present  but  of  a  thousand 
yesterdays.  In  fact,  some  part  of  the  answer  to  why 
Federated  did  so  well  in  1975  lies  in  the  very  distant  past  — 
with  the  wise  men  who  set  down  the  principles  which,  to  a 
large  degree,  still  govern  corporate  behavior.  What 
were  those  principles? 

*  The  men  who  created  Federated  believed,  not  in  a  look- 
alike  chain  of  stores,  but  in  a  federation  of  largely  autono¬ 
mous  local  businesses  with  each  store  retaining  its 
familiar  local  name  and  character. 

*  They  believed  in  two-man  management  partnerships 
with  decision-making  placed  as  dose  to  the  customeras 
possible  — thus  permitting  local  executives  to  react  instantly 
to  local  circumstance.  This  creates  an  effective  working 
combination  of  merchandising  flair  and  operations  capabil¬ 
ity  so  to  ensure  balanced  judgments,  adequate  firepower  and 
continuity  of  management  at  the  local  level. 

*  They  insisted  on  a  conservative  financial  policy  and  a  ~ 
clean  balance  sheet  —  meaning  a  company  leery  of  lever- 
aged  expansion,  interested  only  in  solid,  profitable  growth. 

*  And  they  put  a  high  value  on  dedicated  community  ; 

service,  knowing  that  local  businesses  can  prosper  only  in  j; 
healthy,  growing  environments. 

These  principles  of  management  are  held  in  high  regard  ^ 
by  Federated  to  this  day.  Each  made  its  contribution  in  1975.? 

Now,  that  is  not  to  say  that  running  a  modern  corporation  > 
requires  only  a  reverence  for  the  past.  Obviously,  C 

Federated’s  present  executive  staff  is  called  on  to  make 
countless  day-to-day  decisions  that  establish  a  climate  for 
current  operations  throughout  the  company.  In  fact,  in 


retrospect,  it  is  now  clear  that +he  single  most  important 
factor  in  the  1 975  performance  may  well  have  been  the 
realization,  as  early  as  1973,  that  heavy  weather  was  ahead. 
Acting  on  that  belief,  we  moved  quickly  to  trim  inventories 
and  pare  expense  rates  and  concentrated  on  serving  our 
customers  —  a  fact  that,  I  suspect,  may  have  contributed  to 
the  significant  gain  in  share  of  market  that  we  recorded 
last  year. 

There  is,  I  believe,  an  important  lesson  to  be  learned  from 
that  experience.  A  distant  early-warning  system  that  alerts 
management  to  impending  crisis  is  an  important  corporate 
asset.  True.  But  it  does  no  good  to  know  that  trouble  is 
coming  unless  you  have  the  kind  of  fleet-footed,  decentral¬ 
ized  organization  that  can  respond  in  time  to  meet  the 
problem.  Penny-pinching  disciplines  in  time  of  trouble 
seldom  succeed  unless  the  people  who  are  supposed  to 
make  them  work  recognize  them,  not  as  some  strange 
emergency  measure  dreamed  up  by  a  desperate 
management,  but  as  just  what  the  company  always  does  in 
times  like  these.  Thus,  even  though  current  management 
can  take  a  bow  for  early  detection  of  the  downturn,  we 
must  acknowledge  our  debt  to  our  predecessors,  who  gave 
us  the  responsive  organizational  structure  we  have  today, 
and  to  the  generations  of  diligent  taskmasters  who  made 
expense  control  a  way  of  life  in  Federated. 

As  that  explanation  suggests,  it  is  my  experience  that  no 
present-day  management  can  be  entirely  free  of  the  past, 
nor  should  any  present-day  management  neglect  its  obliga¬ 
tion  to  the  future.  Leaving  aside  the  hurly-burly  of  daily 
administration,  I  believe  management  has  three  primary 
duties: 

*  To  sense  its  heritage  —  understand  the  principles  that 
have  made  the  company  grow  strong  and  the  capabilities 

of  an  organization  raised  in  a  tradition  of  good  performance. 

*  To  re-examine  that  heritage  — reaffirm  corporate 


_  .  .. 
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beliefs  that  remain  valid;  restate  those  in  need  of 
revision;  discard  those  made  obsolete  by  time. 

*  To  dream  its  own  dreams  -  lay  the  groundwork  that 
will  determine  the  character  and  vitality  of  the  corporation 
for  years  in  the  future. 

That  process  of  studying  the  past  while  exploring  the 
future  is  continuing  today.  There  are  many  examples  of 
change  that  I  might  cite  but  two  will  suggest  the  kind  of 
evolution  that  is  presently  underway. 

*  Today,  the  largest  single  division  (in  terms  of  sales)  of  the 
company  named  “Federated  Department  Stores"  is  not  a 
department  store  at  all.  It  is  Ralphs,  the  93-store  regional 
grocery  chain  acquired  by  Federated  in  1967.  Since  acquisi¬ 
tion,  Ralphs  has  quadrupled  its  sales  and  increased  its  share 
of  the  Los  Angeles  market  from  7  to  15  percent,  tops  for  any 
Los  Angeles  retailer.  What  that  means  is  that  Federated  — 
the  company  originally  organized  for  department  store 
retailing -has  now  proved  it  has  the  talent  and  experience 
to  retail  various  kinds  of  goods  and  services  at  a  profit. 

*  Today,  department  store  retailing  —  once  believed  to  be 
the  most  local  of  businesses  —  has  demonstrated  that  it  is 
at  least  regional  in  scope.  Shillito's  of  Cincinnati  has  ex¬ 
panded  into  Kentucky  and  Lazarus  of  Columbus  has  two 
stores  in  Indianapolis.  That  Manhattan  phenomenon  called 
Bloomingdale’s  now  spans  five  states  and  will  soon  be  in  the 
District  of  Columbia  market  area  as  it  serves  customers  from 
Boston  to  Washington.  By  the  beginning  of  1977,  Bullock's 
of  Los  Angeles,  following  its  successful  expansion  to  San 
Diego,  will  extend  to  Phoenix.  This  process  of  regional¬ 
ization  has  enormous  significance  to  Federated  for,  in 
essence,  it  means  increased  opportunities  for  growth 
without  the  dependence  on  the  economy  of  any  single 
trading  area. 

Now,  what  lies  ahead?  Perhaps  the  beshway  to  approach 
that  question  is  to  suggest  that  you  read  the  capBufe 
description  of  our  operating  divisions  beginning  on  page  9. 
For  here,  in  this  composite  corporate  portrait,  you  wiii  find 
the  assets  that  Federated  brings  to  the  future:  sound 
geographic  positioning  in  many  of  the  nation's  most  im¬ 
portant  markets;  healthy  customer  relationships  built  on 
years  of  service;  solid  store  reputations  that  provide  ready 
access  to  new  markets.  To  that  list,  of  course,  must  be  added 
our  major  asset  — an  organization  of  such  depth  and  quality 
that  many  observers  consider  it  without  peer  in  the 
retail  field. 

The  caliber  of  that  organization  was  never  more  apparent 
than  in  1975-notonly  because  profits  increased  to  record 
levels  but  because,  in  addition,  that  organization  found 
time  to  lay  the  groundwork  for  an  even  brighter  future. 

Some  of  you  will  recall  that,  in  last  year's  annual  report, 

!  described  a  then  new  Federated  project  called  Vista. 

Vista  was  setup  to  question  everything  we  do— in  divisions 
or  in  the  corporate  office.  It  is  long-range  planning  with 
a  difference.  The  planning  is  done,  not  by  a  corporate 


office  group  working  alone,  but  by  the  operating  di¬ 
visions  themselves.  They  start  with  a  bottoms-up 
review  and  analysis  of  their  businesses.  Next,  each  makes 
an  action  plan  -  a  kind  of  road  map  to  the  future -that  is 
jointly  reviewed  by  the  division  and  corporate  office.  Then 
something  new  and  important  begins  to  happen.  It  came 
about  like  this. 

After  studying  19  sets  of  divisional  plans  it  became  ap¬ 
parent  to  all  of  us  that,  good  as  the  plans  were,  the  future 
holds  some  problems  we  don’t  yet  know  how  to  solve.  So 
Vista  set  out  to  solve  them  by  establishing  task  forces  of 
store  principals  who,  using  their  pooled  experience,  could 
best  define  what  they  need  to  know  and  the  research  most 
likely  to  provide  it. 

Results?  Well,  first  let  me  make  it  clear  that  Vista  is 
acontinuing  process  and,  therefore,  it  is  far  too  early  to 
weigh  its  ultimate  impact.  Nevertheless,  somefbjid  benefits 
are  already  evident: 

*  Vista  will,  in  time,  provide  the  best  set  of  divisional 
growth  plans  the  corporation  has  ever  had  —  concepts 
which,  even  in  their  present  eariy  stage,  were  a 
positive  influence  on  1975  results. 

*  Vista,  by  providing  aforum  for  the  exchange  of  informa¬ 
tion  among  store  principals,  may  well  turn  out  to  be  a 
major  new  channel  of  corporate  communication. 

*  Vista  has  already  demonstrated  its  problem-solving 
effectiveness  by  coming  up  with  important  new  ideas  on,  for 
example,  organization  development  — how,  as  acasein 
point,  a  division  can  reshape  its  organization  concepts  to 
cope  more  effectively  both  with  more  stores  and  with  stores 
in  ever  more  remote  locations. 

*  And  Vista  —  perhaps  above  everything  else  —  has  shown 
us  once  again  that  there  is  no  substitute  for  the  enthusiasm 
of  people  given  the  chance  to  participate  in  the  shaping 

of  their  own  future. 

It  was  these  assets,  human  and  physical,  that  made  it 
possible  for  me  to  forecast  last  year  that  our  sales  from  ex¬ 
isting  divisions  alone  (then  some  S3  billion)  would  top 
$5  billion  by  1979  with  earnings  showing  commensurate 
growth.  Now  that  1975  results  are  in  hand  —  results  which, 
in  effect,  show  that  we  packed  two  years'  anticipated 
growth  into  one  — it  is  apparent  that,  barring  the  unforeseen, 
we  will  reach  the  $5  billion  mark  a  good  deal  soonerthan 
we  had  expected. 

For  obvious  competitive  reasons  we  do  not  want  to  pin¬ 
point  precisely  where  that  growth  will  come  from. 
Nevertheless,  review  of  our  scheduled  expansion  plans  — 
totalling  something  more  than  two  million  square  feet  of 
new  store  space  in  each  of  the  next  three  years,  coupled 
with  a  careful  reading  of  the  divisional  portraits  that  follow, 
will  disclose  the  fact  thata  new  Federated  is  ij|p|e  making. 
The  familiar  hedge-hopping  suburban  growth  of  the  last 
two  decades  is  now  giving  way  to  dramatic  regional  and 
even  transcontinental  expansion.  Goid  Circle,  for  example, 
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Despite  the  problems  which  currently  beset  New  York  City, 
Bloomingdale's  flagship  store  has  been  able,  through  unique  mer¬ 
chandising  techniques,  to  attract  the  loyal  following  of  the  most 
affluent,  pace-setting  New  Yorkers.  Bloomingdale's  suburban 
stores  — in  Westchester,  Long  Island,  Connecticut,  New  Jersey 
and  in  the  outskirts  of  Philadelphia  and  Boston  —  have  all  adapted 
the  same  innovative  techniques  which  characterize  the  New  York 
store.  This  will  be  equally  true  of  the  two  Bloomingdale's  stores 
which  will  open  in  metropolitan  Washington,  D.C.,  in  1976 
and  1977. 

When  the  new  263,000  square-foot  Bloomingdale’s  opened 
in  White  Plains,  New  York,  Iasi  September,  customers  and 
competitors  alike  acclaimed  it  as  today's  preeminent  high-fashion 
showcase.  Sales  have  been  substantially  greater  than  those  of  any 
other  Bloomingdale's  branch  during  an  opening  period. 

Brooklyn  is  New  York,  too,  but  as  different  from  Manhattan  as 
though  separated  by  hundreds  or  miles  rather  than  just  the  East 
River.  This  is  the  stronghold  of  Abraham  &  Straus,  which  has  the 
largest  department  store  in  Federated.  Brooklyn  itself  has  an 
almost  totally  different  socio-economic  makeup  than  it  had  only 
a  decade  ago.  Nevertheless,  Abraham  &  Straus,  in  the  heart  of 
downtown  Brooklyn,  has  demonstrated  a  remarkable  capacity 
to  shift  with  the  tides  of  change  and  has  retained  and 
strengthened  its  leadership  position  in  the  community.  Despite 
the  changing  nature  of  its  downtown  environment,  with  all  of  the 
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attendant  changes  in  life-styles,  it  has  remained  the  pacesetter  in 
its  response  to  the  extremely  diverse  needs  of  its  customer  base. 

The  division  has  established  strong  branches  throughout  Long 
Island  and  its  two  stores  in  Woodbridge  and  Paramus,  New 
Jersey— opened  in  1971  and  1974-have  already  earned  leader¬ 
ship  positions  there. 

Filene's,  a  landmark  name  in  retailing,  was  established  about 
125  years  ago  in  —  what  was  then  and  is  now— one  of  America's 
most  vital  and  vibrant  cities,  Boston.  The  upstairs  store  has  a 
reputation  for  understanding  its  customers'  taste  and  pace  and 
for  well-edited  presentations  of  the  newest  and  best  in  fashion. 
Filene's  unique  Automatic  Markdown  Basement  accounts  for  an 
important  measure  of  the  store's  fame  which  spreads  well 
beyond  its  trading  area. 

The  Boston  market  is  unlike  any  other  in  the  nation,  it  has  a 
traditional,  quality-minded,  value-conscious  audience.  The  city 
today  pulses  with  youth.  Filene's,  recognizing  this  rising  youth- 
oriented  market,  has  recorded  consistent  growth  by  filling 
more  and  more  of  the  new  customer's  demands.  Filene's  has 
made  Boston  a  more  fashion-conscious  community. 

As  a  New  England  pioneer  in  establishing  suburban  branches, 
Filene's  has  reached  out  to  serve  communities  as  distant  as 
Cape  Cod  and  Warwick,  Rhode  Island. 
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Florida  and  the  Southeast 

The  three  Federated  divisions  serving  the  Southeast  include  a 
total  of  21  individual  stores  which  together  contribute  9  percent 
of  the  company's  sales.  The  divisions  serving  this  area  are 
Burdine's,  Goldsmith's  and  Gold  Triangle. 

By  1956,  Federated  recognized  that  the  growth  of  Florida 
would  probably  be  a  permanent  phenomenon  of  very  special 
character.  In  that  year,  the  company  acquired  Burdine's  in 
Miami.  Its  growth  since  then  has  paralleled  the  remarkable 
growth  of  the  state  as  a  whole— a  growth,  incidentally,  which  is 
second  in  tne  nation  in  percentage  terms  and  first  in  numerical 
population  increase. 

Florida  attracts  tourists  and  residents  of  above-average  means. 
The  Florida  market  is  dynamic  in  every  way  and  offers  the  astute 
merchant  an  extraordinary  opportunity  for  growth  Burdine's 
has  fully  capitalized  on  these  opportunities.  It  has  been 


singularly  adept  in  developing  merchandising  techniques 
responsive  to  a  statewide  market  which  changes  constantly  m 
both  size  and  character.  The  division  now  has  twelve  full-service 
stores  between  Miami  and  Orlando  and  in  Clearwater  on  the 
west  coast.  It  will  continue  its  west  coast  expansion  by 
opening  a  store  in  Tampa  in  1976. 

Fourteen  years  after  the  acquisition  of  Burdine's,  Federated  m 
1970  opened  the  first  Gold  Triangle  store.  Designed  to  serve  a 
predominantly  male  market,  Gold  Triangle  stores  mass 
merchandise  hardgoods,  leisure  and  recreational  supplies, 
garden  supplies,  and  home  improvement  supplies.  Their  sales 
of  photographic  equiprnentnndudmg  cameras,  and  water- 
oriented  sporting  goods,  to  name  just  two  examples,  have 
achieved  extraordinary  levels.  Five  Gold  Triangle  stores 
are  located  in  Miami,  Orlando  and  Tampa.  A  sixth  store  will 
open  in  Hialeah  in  1976 
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The  Midwest 

Twenty-three  percent  of  our  company's  sales  is  derived  from 
the  six  Federated  divisions  which  have  operations  in  the  Midwest, 
America's  industrial  and  agricultural  heartland.  Two  of  them, 
Lazarus  and  Shillito's,  were  part  of  the  original  nucleus  of  the 
Federated  organization  when  it  was  formed  47  years  ago.  The 
other  divisions  are  Rike's,  the  Boston  Store,  I.  Magmn  and  Cold 
Circle.  In  all,  54  individual  units  of  these  six  divisions  serve 

Although  its  original  dawmiowp  store  is  one  of  the  strongest 
in  the  Federated  system,  the  Lazarus  division  derives  its  market 
strengths  from  its  concepts  of  regionalization.  Lazarus  builds 
strong  headquarters  stores  in  regional  centers  and pr&tt0$es  its 
merchandise  in  the  context  of  these  local  regional  demands.  With 
Ohio  stores  as  distant  as  90  miles  from  the  flagship  store  in 
Columbus  and  two  stores  in  Indianapolis,  Lazarus  is  extending  its 
fashion  appeal  to  different  Midwestern  markets  with  different 
demands  through  emphasis  on  a  strong  fashion-oriented 
headquarters  store  in  each  region 

The  Lazarus  approach,  whether  at  its  downtown  Columbus 
store  or  at  one  of  the  outlying  branches,  is  to  identify  the  un¬ 
usual,  the  innovative  merchandising  technique  which  will 


generate  customer  excitement.  The  Lazarus  customer  expects 
and  finds  unique  point-of-sale  treatment  for  every  category  of 
merchandise.  She  can  find  in  each  store  a  department  which 
reflects  her  life-style. 

At  the  time  Federated  Department  Stores  came  into  being, 
Shillito's  in  Cincinnati,  then  a  Lazarus  subsidiary,  had  lost  its 
leadership  pofftipo  %nd  was  running  a  poor  third  to  its  com¬ 
petition.  Federated  separated  the  store  from  Lazarus  and  made 
it  an  autonomous  division.  Not  only  has  Shillito's  regained  its 
preeminentMMjtion  of  retailing  leadership  in  the  Cincinnati 
community,  but  in  1970  Shillito's  opened  a  department  store  in 
fast-growing  Louisville,  Kentucky.  It  was  followed  a  year  later  by 
a  store  in  Lexington,  Kentucky. 

The  economic  depression  from  which  we  are  now  emerging 
hit  Dayton,  Ohio,  with  more  impact  than  was  felt  by  either 
Columbus  or  Cincinnati.  Rike's,  was  Federated's  most 

recent  (1959)  Midwest  acquisition.  It  is  smaller  in  volume  than 
either  Lazarus  or  Shillito's,  but  on  an  appropriate  scale  it  has 
played  the  same  kind  of  marketing  and  community  leadership 
role  common  to  its  two  Ohio  sister  divisions.  Because  the  urban 
exodus  has  been  particularly  strong  in  Dayton,  Rike's  growth  has 
been  predominantly  suburban,  with  a  trading  area  which  extends 
north  to  Springfield,  Ohio. 
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OKLAHOMA 


Sanger*H  arris 


LOUISIANA 


hris-Town  1978  (162) 


Henry  Qumto,  president 

Howard  L  Rapoport,  executive  vice  president 


Sa.nger-Ha.rns  is  the  leader  among  fashion  department  stores. 

All  of  the  Sanger-Hai0#tores,  which  adhere  to  a  common 
architectural  style,  reflect  the  excitement,  style,  and  taste  which 
are  characteristic  of  the  community.  The  Dallas-Ft  Worth  area  is 
larger  in  population  than  Houston  and  offers  enormous  potential 
for  Sanger-Harns,  now  building  its  first  Ft  Worth  store 
There  are  a  number  ot  unique  features  which  identify 
Federated's  only  single-unit  division,  Levy's,  located  in  Tucson, 
Arizona.  Acquired  by  the  company  in  1960,  Levy's  was  a  relatively 
small  hmited-hne  department  store  in  thermit  of  rapidly  grow¬ 
ing  downtown  Tucson,  with  a  single  branch  in  the  El  Con  shop¬ 
ping  center.  Eight  years  later,  the  downtown  store  was  dosed 


and  operations  were  concentrated  in  a  new  larger  store  in  the 
El  Con  center.  As  part  of  its  long-range  expansion  plan,  that  store 
was  significantly  enlarged  last  year,  and  its  warehouse  service 
building  complex  was  expanded  to  acco’hwnqtfyieii  t  ire  growth. 

Under  Federated  management,  Levy's  has  been  exceptionally 
successful  in  broadening  the  division's  market  to  encompass 
much  larger  segments  of  the  total  population.  The  store  is  a  ma¬ 
jor  fashion  department  store  within  a  large  tra$}0$  area  which 
includes  all  of  Southern  Arizona  and  extends  deep  into  neighbor¬ 
ing  Mexico. 

I.  Magnm  operates  one  of  its  specialty  stores  in  Phoenix's 
fashionable  Biltmore  Shopping  Plaza. 
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Bullock's  Northern  California 
established  1971 

Richard  Crafts,  president 
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inventories 


Receivables  were  as  follows: 


Merchandise  Inventories  at  year  end  1975  were  S383.1  million, 
up  19.2%  from  the  preceding  year.  The  ratio  of  1975  year-end 
inventory  to  sales  was  the  second  lowest  in  the  last  five  years. 
Substantially  all  inventories  are  valued  by  the  retail  method  and 
stated  on  the  LIFO  (last-in,  first-out)  basis  which  is  lower  than 
market.  At  year  end  1975  and  1974,  inventories  were  $98.7 
million  and  $93.3  million  lower  than  they  would  have  been  had 
the  retail  method  been  used  without  the  application  of  the 
LIFO  basis. 

Inventory  ratios  to  sales  (percentage  of  year-end  inventory 
to  sales  for  the  year)  were  as  follows: 

Department  Merchandising 
(millions)  Total  Inventory  Stores  Divisions 

Ratio  to  Ratio  to  Ratio  to 

Amount  Sales  Amount  Sales  Amount  Sales 


Jan.  31, 1976  $383.1  10  3% 
Feb.  1,1975  321.5  9.8 

Feb.  2, 1974  336.8  11.4 

Feb.  3, 1973  309.8  11.6 

Jan.  29, 1972  276.5  11.7 


$315.7  11.5% 
264.0  1  0.6 
284.6  12.2 
272.0  12.6 
247.3  12.6 


$67.4  7.0% 

57.5  7.4 

52.2  8.2 

37.8  7.4 

29.2  7.6 


Ian.  31,  Feb.l,  Feb.  2,  Feb.  3,  Jan.  29, 
(millions)  1976  1975  1974  1973  1972 


Due  from  customers- 

30-day  $119.6  $1121  $112  8  $1039 

Deferred  payment  466.2  424.9  395.1  352.4 

Other  28.7  303  25.8  19.3 

Gross  receivables  $614.5  $567.3  $533.7  $480  6 


Allowance  for 
doubtful 
accounts 
Deferred  service 

Accounts  sold  to 

pany's  equity 


Net  receivables 
Allowance  for 

doubtful  accounts 
as  %  of  gross 


$  13.6  $  13.3  $  11.5  $  10.4  $  101 


94.3  85.4  87.6  42.0  13  5 

$111.0  S101.4  $101.8  $  54.9  $  26  0 

$503.5  $465  9  $431.9  S425.7  $428  2 


2.2%  2  3%  2  2%  2.2%  2  2% 


Department  Store  Customer  Credit 

Department  Store  Credit  Sales  in  1975  Rose  to  a  Record 
$1.5  Billion,  up  8.4%  from  1974.  The  ratio  of  creditsales  to  total 
department  store  sales,  exclusive  of  finance  charge  revenues, 
was  57.7%  in  1975  and  58.7%  in  1974.  The  company  offers 
credit  for  some  mass  merchandising  operations  through  third 
party  credit  plans.  u‘ 

The  net  cost  of  the  department  store  credit  operations 
decreased  in  1975  as  shown: 


(millions) 

1975 

1974 

Finance  charge  revenues 

$57.8 

$54.7 

Costs 

Administration 

$46.8 

$42.1 

Pro  forma  interest 

28. 8 

35.9 

Provision  for  doubtful  accounts 

14.2 

14.5 

Income  taxes 

(16.7) 

(19.6) 

$73.1 

$72.9 

Net  cost  of  credit 

$15.3 

$13.2 

Net  costas  percent  of  creditsales 

1.0% 

13% 

Pro  forma  interest  is  computed  at  the  average  rate  for  bor¬ 
rowings  applied  to  the  average  total  of  customer  accounts 
receivable,  after  subtracting  applicable  deferred  income  taxes. 
Finance  charge  revenues  are  included  in  net  sales  in  the 
Consolidated  Statement  of  Income. 


Federated  Acceptance  Corporation,  an  unconsolidated  wholly 
owned  finance  subsidiary,  purchases  accounts  receivable  of 
Federated  Department  Stores,  Inc.,  withholding  five  percent  of 
the  receivable  balances  as  a  reserve  against  collection. 
Federated  Acceptance  Corporation  had  pre-tax  income  of  S2.0 
million  for  1975  and  $3.3  million  for  the  previous  year,  which 
have  been  applied  as  a  reduction  of  consolidated  interest 

To  finar.>.  I*-'-  Purchases  of  receivables,  this  subsidiary  sells 
its  short-term  notes  to  investors  and  utilizes  short  term 
bank  borrowings.  Average  borrowings  in  1975  were  $54.7 
million,  compared  with  $54.4  million  in  1974.  The  rate  of 
interest  averaged  6.2%  in  1975,  compared  with 
10  4%  in  the  previous  year. 
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Following  is  a  comparative  balance  sheet  of  Federated 
Acceptance  Corporation- 


(millions)  January  31, 1976  February  1,  1975 


Assets: 

Customer  receivables 

purchased  from 
Federated  Department 
Stores,  Inc.,  less  5% 
withheld  pending 
collection 

$94.3 

$85.4 

Cash 

.2 

.2 

Other  assets 

.1 

.2 

$94.6 

$85.8 

Liabilities  and  Equity: 

Short-term  notes  payable 

$75.4 

$67.3 

Other  liabilities 

Equity  of  Federated 

.2 

.5 

Department  Stores,  Inc. 

19.0 

1S.0 

$94.6 

$85.8 

Taxes 

IncomeTax  Provision  includes: 

(millions)  1975 

1974 

1973 

1972 

1971 

Federal  $129.7 

State  and 

$101.2 

$  95.1 

$  95.0 

$  84. 9 

local  ij§l§ 

17.8 

15.9 

15.5 

11.3 

$155.5 

$119.0 

$111.0 

$110.5 

$  96.2 

Effective  income 

income  before 
income  taxes  49.7% 

50.0% 

49.4% 

50.4% 

50.0% 

The  current  provision  for  income  taxes,  included  above,  was 
$137.0,  $108.2,  $103.4,  $101 .4  and  $88.4  for  the  five  years 
ended  in  1975,  with  the  remainder  applicable  to  deferred 
income  taxes.  Investment  tax  credits,  accounted  for  under  the 
flow  through  method,  totaled  $7.6,  $4.5,  $4.3,  $3.2,  and  $1 .8 
million  in  these  five  years.  The  effective  income  tax  rate  differs 
from  the  federal  income  tax  statutory  rate  chiefly  because  of 
the  investment  tax  credit  and  state  and  local  income  taxes. 
Internal  Revenue  Service  examination  of  our  Federal  income 
tax  returns  has  been  completed  through  February  2, 1974. 

Current  Liability  for  Income  Taxes  includes  a  deferred  amount 
of  $75.9  million  at  year  end  1975  and  $66  7  million  at  year  end 
1974  from  deferment  of  gross  margin  on  installment  sales. 

Deferred  Income  Tax  Liability  is  principally  the  net  result  of 
the  deferred  tax  credits  from  accelerated  depreciation  and  the 
deferred  tax  charges  resulting  from  deferred  compensation. 


Properties 

Properties  at  year  end  were  as  follows: 


(millions) 

January  31,  197 

’£  February  1, 1975 

Land 

$  77.8 

$  69.8 

Buildings  on  owned  land 

407.9 

357.4 

Buildings  on  leased  land  and 

leasehold  improvements 

223.9 

195.1 

Store  fixtures  and  equipment 

396.6 

343.9 

$1,106  2 

$966.2 

Less  accumulated  depre- 

ciation  and  amortization 

312.2 

267.7 

$  794.0 

$698.5 

Capital  Expenditures  in  1975  totaled  $176.4  n 

lillion.  The  follow- 

ing  is  a  tabulation  ofnBftal  expenditures  for  the  last  two  years. 

(millions) 

1975 

1974 

Land 

$  19.0 

$  9.5 

Buildings,  fixtures  and 

equipment: 

Department  stores 

108.9 

91.9 

Mass  merchandising 

45.6 

33.2 

Other 

2.9 

2.5 

$176.4 

$137.1 

Major  commitments  for  the  future  purchase  or  construction 
of  facilities  at  January  31 , 1976,  amounted  to  approximately 
$103  million. 
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Retail  Space  (unaudited)  comparative  1975  and  1974  year-end 
totals  were  as  follows: 


Retail  store  facilities  (unaudited)  at  end  of  fiscal  year 
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Rental  Expense  consists  of: 


(millions) 

1975 

1974 

Real  estate  rent  expense 
(principally  from  non¬ 
capitalized  financing  leases): 

Base  rent 

$25  7 

$24  2 

Computed  as  percentages  of 
sales 

2.5 

2.1 

Total 

$23.2 

$26.3 

Personal  property  rent  expense 
(included  in  "Cost  of  goods 

sold  and  expenses") 

Income  from  subleases 

$  7.7 

$  6.2 

(offset  against  "Real  estate 
rent  expense") 

24 

1.6 

Minimum  rental  commitments  under  non-cancellable  leases 
as  of  January  31, 1976,  were  as  follows: 


Deduct 

Commitments 


(millions) 

Commitments 

Under 

Subleases 

Net 

Commitments 

Years 

ending  January: 

1977 

$23.9 

$1  6 

$22  3 

1973 

23.3 

1.4 

21.9 

1979 

21.7 

1.3 

20.4 

1980 

20.5 

1.0 

19.5 

1981 

19.5 

.9 

18.6 

Five  years 
ending  January: 

1986 

84.4 

3.6 

SO.S 

1991 

65.9 

1.6 

64.3 

1996 

43.0 

.6 

42.4 

Subsequent  to 

January,  1996 

57.5 

- 

57.5 

Most  leases  require  the  company  to  pay  real  estate  taxes 
(recorded  as  taxes)  and  other  expenses,  some  call  for  additional 
amounts  based  on  percentages  of  sales  and  some  contain 
purchase  options. 

At  January  31, 1976,  the  present  value  of  minimum  rental 
commitments  under  non-capitalized  financing  leases  (excluding 
taxes  and  other  expenses  assumed  by  lessors)  was  S16S.S 
million  for  real  estate  and  $1.9  million  for  personal  property. 
The  weighted  average  interest  rate  used  in  these  computations 
was  6.0%.  The  present  value  of  non-cancellable  subleases 
at  January  31 , 1976,  was  $7.7  million. 

If  non-capitalized  financing  leases  had  been  capitalized,  net 
income  would  have  been  reduced  $659  thousand  for  1975  and 
S598  thousand  for  1974,  which  amounts  are  not  material 


Employment  (unaudited) 

The  company  continues  to  carry  forward  its  traditional  policy 
of  equal  employment  opportunity  through  the  implementation 
of  affirmative  action.  A  consistent  pattern  of  gradual  progress 
in  the  employment  and  retention  of  minority  personnel  is 
reflected  in  the  five-year  span  from  June,  1971,  to  June,  1975, 
inclusive.  During  this  period  minority  employment  increased 
from  15.1%  to  16.6%,  blacks  increased  from  10  5%  to  10.9% 
and  Spanish  surnamed  increased  from  3.5%  to  4.3% 

For  the  Equal  Employment  Opportunity  Commission  job 
classifications  of  "Officials  and  Managers,"  "Sales  Workers" 
and  "Office  and  Clericals"  during  the  five-year  period 
from  June,  1971,  to  June,  1975,  the  percentage  of  black 
employees  in  each  of  these  job  categories  increased  from 
3.1%  to  4.3%,  from  6.9%  to  7  8%  and  from  10.9%  to  13  6% 
respectively.  Spanish  surnamed  employees  in  these  three  job 
classifications  during  the  same  period  advanced  from  1  2%  to 
2  2%,  from  2.3%  to  2.8%  and  from44%  to 5  8%  respectively. 

The  upgrading  of  minority  employees  into  supervisory  and 
executive  positions  is  a  matter  of  top  priority.  Greater 
emphasis  is  being  given  to  the  upward  mobility  of  minorities 
consistent  with  the  retention  of  acceptable  performance 
standards  Another  high  prtan||1s  the  attraction  and 
retention  of  qualified  candidates  from  minority  groups  for 
the  executive  training  programs  within  each  division. 

Similarly,  the  upgrading  of  females  into  the  upper  echelons 
of  management  necessitates  the  avoidance  of  stereotyped 
evaluations  coupled  with  objective  appraisal.  Forty-eight 
percent  of  the  company's  buyers  are  females,  as  are  fifteen 
percent  of  the  merchandising  managers  About  thirty  females 
have  attained  the  rank  of  "store  manager"  and  several  females 
are  in  division  or  corporate  vice  presidential  positions 
The  following  statistics  are  as  of  June  1, 1975: 

Category  Total  Female  Minority 

Officials,  managers, 
and  professionals 
Sales  workers 
Office  and  clerical 

Technicians,  craftsmen 
and  operatives 
Laborers  and  service 
workers 
Totai 
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Retirement,  Deferred  Compensation  and 
Stock  Plans 

Retirement  Expense  aggregated  $31.1  million  and  $24.5 
million  in  1975  and  1974  and  consists  of  contributions  to  the 
Retirement  Income  and  Thrift  Incentive  Plan  and  two  plans 
assumed  in  acquisitions,  all  of  which  are  deferred  payment 
profit  sharing  plans  qualified  under  Internal  Revenue  Service 
regulations,  plus  contributions  to  certain  union  pension  funds 
and  direct  payments  made  to  sonj§jgtired  employees. 

No  employee  can  actively  participate  in  more  than  one  plan. 
Deferred  Compensation  liability  represents  principally  cash 
and  stock  distributable  after  retirement  or  termination  under 
the  company's  Executives  Deferred  Compensation  Plan  in  which 
eligible  executives  may  elect  to  defer  a  portion  of  their 
compensation  each  year.  The  company  maintains  shares  in  the 
treasury  to  cover  the  number  it  estimates  will  be  needed  for 
distribution  of  stock  credits  currently  outstanding. 

Stock  Option  transactions  under  the  1971  and  1973  plaffis, 
which  provide  for  grants  of  either  qualified  or  non-qualifie<| 
options  at  not  less  than  100%  of  market,  and  under  a  prior  plan 
(which  has  been  terminated  except  for  shares  already  granted), 
were  as  follows: 


(shares  in  thousands)  1975  1974 


Shares 

Grant 

Price 

Shares 

Price 

Outstanding,  beginning  of  year 

411.0 

$32-58 

241.9 

$45-58 

Granted  at  100%  of  market 

267.4 

43-54 

175.0 

32 

Expired  or  cancelled 

(30.6) 

32-56 

(5.9) 

45-56 

Exercised 

(36.7) 

32-47 

Outstanding,  end  of  year 

611.1 

$32-58 

41  r° 

$32-58 

Exercisable,  end  of  year 

Available  for  additional  grants 

153.6 

352.9 

32-58 

87.8 

45-58 

Financing 

Short-Term  Borrowings  Averaged  $73.0  Million  in  1975  and 
$77.7  million  in  1974.  The  average  cost  of  money  borrowed 
was  6.2%  in  1975,  down  from  9.8%  in  1974. 

Long-Term  Debt  outstanding  was  $121.9  million  as  shown 
below: 


January  31,  1976  February  1, 1975 


Sinking  fund  debentures 
due  1995,  8%% 

$  47.5 

$  50.0 

Sinking  fund  debentures 
due  2002,  7’/8% 

50.0 

50.0 

Convertible  debentures 
due  1985,  4Vi>% 

10.3 

13.5 

Other,  average  about 

5% 

14.1 

12.8 

$121.9 

$126.3 

In  the  next  five  years,  maturities  vary  in  annual  amounts  from 
$4.8  million  to  $5.2  million. Thereafter,  to  the  year  2002, 
maturities  vary  from  $2.5  million  to  $7.3  million  annually.  The 
■tdhStftible  debentures  are  convertible  into  278  thousand 
shares  at  $41  per  share. 

SEC  10-K  Report 

A  copy  of  the  company's  annual  report  to  the  Securities  and 
Exchange  Commission  on  Form  10-K  is  available,  without 
charge,  upon  request  to: 

Manager  of  Investor  Relations 
Federated  Department  Stores,  Inc. 

222  West  Seventh  Street 
Cincinnati,  Ohio  45202 

For  the  classification  of  costs  as  presented  in  the 
Form  10-K  see  page  37. 


The  board  of  directors  has  adopted,  subject  to  shareholders' 
approval  in  May,  1976,  a  new  stock  option  plan  which 
authorizes  the  granting  of  qualified  or  non-qualified  options 
for  an  additional  one  million  shares.  The  1976  plan  also 
provides  for  the  possible  grant  of  stock  appreciation  rights  in 
connection  with  options  granted  under  the  1971, 1973  and 
1976  plans.  The  rights  are  exercisable  in  cash  or  stock  at  the 
option  of  the  company. 

Restricted  Stock  Purchase  Plan  grants  (made  at  the  greater  of 
book  value  or  50%  of  market)  were  made  during  1975  for  46.5 
thousand  shares  at  book  value,  all  of  which  were  exercised  or 
cancelled,  leaving  no  grants  outstanding  at  the  year  end.  Of  the 
200  thousand  shares  originally  approved  by  the  shareholders  in 
1969, 12.0  thousand  shares  were  available  for  future  grants  at 
the  1975  year  end. 

No  grants  were  made  under  a  similar  plan  approved  by  the 
shareholders  in  May,  1974,  which  authorized  grants  for  an 
additional  250  thousand  shares. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  incomi 


52  Weeks  Ended 
January  31, 1976 


Net  Sales,  including  leased  department  sales 


$3,712,863,878 


Deduct: 

Cost  of  goods  sold  and  expenses 

exclusive  of  items  listed  below .  $3,165,139,778 

Taxes  other  than  income  taxes .  75,618,338 

Depreciation  and  amortization .  64,719,436 

Real  estate  rent  expense  — net .  25,803,292 

Maintenance  and  repairs .  25,330,453 

Retirement  expense .  31,052,184 

Interest  expense -net .  12,289,818 

Total  costs .  $3,399,953,299 


Income  Before  Income  Taxes .  $  312,910,579 

Federal,  state  and  local  income  taxes 

Current .  $  137,036,000 

Deferred .  18,464,000 

$  155,500,000 

Net  Income .  $  157,410,579 


Earnings  per  Share  of  Common  Stock .  $3.54 

Fully  Diluted  Earnings  per  Share .  3.44 


See  Financial  Review  on  pages  24  to  30  and  Summary  of  Significant  Accounting  Policies  on  page  36. 


52  Weeks  Ended 
February  7, 1975 


$3,269,108,363 


$2,818,858,3S1 

67,378,597 

56,164,345 

24,691,794 

21,896,590 

24,465,128 

17,640,095 

$3,031,094,930 


$  238,013,433 

$  108,212,000 
10,788,000 
$  119,000,000 


$  119,013,433 


$2.69 

2.61 
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Federated  Department  Stores,  Inc. 

Consolidated  Balance  Sheet 


Assets 


January  31, 1976  February  1, 1975 


Current  Assets: 


Cash . 

$  43,694,694 

$ 

38,415,056 

Accounts  receivable . 

503,473,952 

465,877,00 7 

Merchandise  inventories . 

383,076,695 

321,477,361 

Supplies  and  prepaid  expenses . 

13,988,273 

16,492,920 

Total  Current  Assets . 

$  944,233,614 

$ 

842,262,344 

Other  Assets: 

Property  not  used  in  operations  — at  cost,  less  accumulated  depreciation  . 

$  56,771,688 

S 

43,308,363 

Investments  in,  and  advances  to,  unconsolidated  subsidiaries  — 
at  equity . 

29,482,750 

18,265,051 

Miscellaneous . 

15,435,930 

11,629,393 

S  101,690,368 

$" 

73,202,807 

Property  and  Equipment— net . 

794,007,305 

698,455,450 

$1,839,931,287 

$1,613,920,601 

See  Financial  Review  or,  pages  24  to  30  and  Summary  of  Significant  Accounting  Policies  on  page  36. 
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Liabilities  and  Shareholders'  Equity 


JiltparySI,  1976 


February  1,  1975 


Current  Liabilities: 

Notes  payable  and  long-term  debt  due  within  one  year .  S  92,320,833 

Accounts  payable  and  accrued  liabilities .  323,842,344 

Income  taxes .  140,553,8||y 

Total  Current  Liabilities .  S  556,717,069 


Deferred  Income  Taxes .  16,458,051 


Deferred  Compensation. 


78,760,309 


Long-Term  Debt,  due  after  one  year 


121,927,735 


Shareholders'  Equity -44,455,268  and  44,312,609  common 
shares  outstanding  (page  34) .  1,066,068,123 

$1,839,931,287 


$  51,797,605 

270,477,975 

1 24,724,51  S 
$  447,000,098 

7,248,631 

74,311,006 

126,275,149 

959,0S5,717 

$1,613,920,601 
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Federated  Department  Stores,  Inc. 

Shareholders'  Equity 


January  31,  1976  February  1,  7975 


Shareholders’  Equity: 

Preferred  stock,  no  par  value,  authorized  5,000,000  shares,  none  issued . 

Common  stock,  par  value  $1.25  per  share,  authorized  60,000,000  shares,  issued  46,239,426  shares 

(1,504,078  reserved),  no  change  during  two  years . 

Capital  in  excess  of  par  value  of  common  stock . 

Accumulated  earnings  employed  in  the  business . 

Less  1,784,158  and  1,926,817  shares  of  treasury  stock,  at  cost . 


57,799,282 

113,473,351 

936,069,659 

$1,107,342,292 

41,274,169 

$1,066,068,123 


57,799,282 
114,375,922 
832,879,076 
$1,005, 054, 2S0 
45,968,563 
$  959,085,717 


Capital  in  Excess  of  Par  Value  of  Common  Stock: 

Balance,  beginning  of  year . 

(Charge)  or  credit  from  treasury  stock  issued  under  deferred  compensation  plan,  stock  option 
plans,  restricted  stock  purchase  plan  and  for  conversion  of  debentures . 


52  Weeks  Ended 
January  31, 1976 


$114,375,922 

(902,571) 


52  Weeks  Ended 
February  1, 1975 


$114,287,309 

88,613 


Balance,  end  of  year. 


Accumulated  Earnings  Employed  in  the  Business: 

Balance,  beginning  of  year . 

Net  Income . 


Cash  dividends— $1.22  and  $1.16  per  share 
Balance,  end  of  year . 


52  Weeks  Ended 
January  31,  1976 


$832,879,076 

157,410,579 

$990,289,655 

54,219,996 

$936,069,659 


52  Weeks  Ended 
February  1, 1975 


$765,265,935 

119,013,433 

$884,279,368 

51,400,292 

$832,879,076 


Treasury  Stock: 

Balance,  beginning  of  year 
Additions . 


Deductions  for  deferred  compensation  plan  (77,378  and  75,194  shares), 
for  stock  option  plans  (36,725  and  none),  for  restricted  stock 
purchase  plan  (33,725  and  6,670  shares)  and  for  debentures 

converted  to  common  stock  (49,931  and  none) . 

Balance,  end  of  year . 


52  Weeks  Ended 
January  31, 1976 
Shares  Cost 


1,926,817  $45,968,563 

55,100  2,925,498 

1,981,917  $48,894,061 


197,759  7,619,892 

1,784,158  $41,274,169 


52  Weeks  Ended 
February  1, 1975 
Shares  Cost 


2,008,681  $48,000,859 


2,008,681  $48,000,859 


81,864  2,032,296 

1,926,817  $45,968,563 


See  Financial  Review  on  pages  24  to  30  and  Summary  of  Significant  Accounting  Policies  on  page  36. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  Changes  in  Financial  Position 


52  Weeks  Ended 
January  31, 1976 


Source  of  Funds: 

Net  income .  $157,410,579 

Items  not  requiring  outlay  of  funds: 

Depreciation  and  amortization .  64,719,436 

Deferred  compensation  and  deferred  income  taxes .  17,083,085 

Total  funds  provided  from  operations .  $239,213,100 

Increase  in  long-term  debt .  3,523,166 

Common  stock  issued  for  employee  plans 

and  debenture  conversions .  6,719,330 

Disposition  of  property  and  equipment .  2,579,804 

$252,035,400 


Application  of  Funds: 

Dividends .  $  54,219,996 

Purchase  of  property  and  equipment .  176,387,454 

Decrease  in  long-term  debt .  7,870,580 

Increase  in  investments  in,  and  advances  to,  unconsolidated 

subsidiaries .  11,217,699 

Other- net .  10,085,372 

Increase  (Decrease)  in  working  capital .  (7,745,701) 

$252,035,400 


Increase  (Decrease)  in  Components  of  Working  Capital: 

Cash .  $  5,279,638 

Accounts  receivable .  37,596,945 

Merchandise  inventories .  61,599,334 

Supplies  and  prepaid  expenses .  (2,504,647) 

Increase  in  current  assets .  $101,971,270 

Notes  payable  and  long-term  debt  due  within  one  year .  $  40,523,228 

Accounts  payable  and  accrued  liabilities .  53,364,369 

Income  taxes .  15,829,374 

Increase  in  current  liabilities .  $109,716,971 

Increase  (Decrease)  in  working  capital .  $  (7,745,701) 


See  Financial  Review  on  pages  24  to  30  and  Summary  of  Significant  Accounting  Policies  on  page  36. 


52  Weeks  Ended 
February  1, 1975 


$119,013,433 

56,164,345 

15,672,353 

$190,850,131 

11,390,523 

1,823,698 

10,695,402 

$214,759,754 


$  51,400,292 
137,082,484 
1,620,870 

2,002,307 

4,993,703 

17,660,098 

$214,759,754 


$  3,796,914 
33,932,114 
(15,337,532) 
3,521,673 
$  25,913,169 
$  16,521,853 
(23,752,003) 
15,483,221 
$  8,253,071 

$  17,660,098 
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Federated  Department  Stores,  Inc. 

Summary  of 

Significant  Accounting  Policies 


All  subsidiaries  are  consolidated,  except  Federated 
Acceptance  Corporation,  a  wholly-owned  finance 
subsidiary,  and  Federated  Stores  Realty,  Inc.,  a  wholly- 
owned  (non-material)  real  estate  subsidiary. 

Merchandise  inventories  are  substantially  all  valued  by 
the  retail  method  and  stated  on  the  LIFO  (last-in,  first- 
out)  basis  which  is  lower  than  market. 

Depreciation  and  amortization  are  provided  on  a 
straight-line  basis  for  book  purposes  over  the  shorter  of 
estimated  asset  iives  or  lease  terms. 

Real  estate  taxes  and  interest  on  construction  in 
progress  and  land  held  for  future  use  are  capitalized. 
Amounts  capitalized  on  depreciable  assets  are  amortized 
overthe  estimated  asset  lives. 

Investment  tax  credits  are  accounted  for  under  the 
flow  through  method.  Deferred  income  taxes  are  pro¬ 
vided  on  non-permanent  differences  between  reported 
and  taxable  income,  principally  accelerated  depreciation, 
deferred  compensation  and  the  deferment  of  gross 
margin  on  installment  sales. 

Rental  revenues  for  prior  years  have  been  reclassified 
to  agree  with  current  year  presentation. 


Accountants'  Report 

Touche  Ross  &  Co. 

1633  Broadway 

New  York,  New  York  10019 

Board  of  Directors  and  Shareholders, 

Federated  Department  Stores,  Inc. 

We  have  examined  the  consolidated  balance  sheet 
of  Federated  Department  Stores,  Inc.,  and  subsidiaries  as 
of  January  31, 1976,  and  February  1, 1975,  and  the  related 
statements  of  income,  shareholders’  equity  and  changes 
in  financial  position  for  the  years  then  ended.  Our 
examination  was  made  in  accordance  with  generally 
accepted  auditing  standards,  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

In  ouropinion,  the  aforementioned  consolidated 
financial  statements  present  fairly  the  financial  position 
of  Federated  Department  Stores,  Inc.,  and  subsidiaries  at 
January  31, 1976,  and  February  1 , 1975,  and  the  results 
of  their  operations  and  the  changes  in  their  financial 
position  for  the  years  then  ended,  in  conformity  with 
generally  accepted  accounting  principles  applied  on  a 
consistent  basis. 

March  23, 1976  Touche  Ross  &  Co. 

Certified  Public  Accountants 
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Consolidated  Five-Year  Summary  of  Operations 

As  shown  on  Form  10- K  annua!  report  filed  with  the  Securities  and  Exchange  Commission. 


(millions  except  per  share  figures) 

1975 

1974 

1973 

1972 

1971 

Net  sales 

53,712.9 

$3,269.1 

$2,962.1 

$2,665.1 

$2,353.1 

Cost  of  sales,  including 

occupancy  and  buying  costs 

$2,733.0 

$2,432.9 

$2,198.3 

$1,965.6 

$1,729.3 

Selling,  publicity,  delivery  and 
administrative  expenses 

640  5 

566.0 

512.1 

460.8 

414.5 

Provision  for  possible  future 
losses  on  receivables 

14.2 

14.5 

106 

9.5 

9.0 

Interest  expense 

16.9 

22.2 

159 

10.1 

7.9 

Interest  capitalized 

(4.6) 

(4.5) 

- 

- 

- 

Total  costs 

$3,400.0 

$3,031.1 

$2,737  4 

$2,446  0 

$2,160.7 

Income  before  income  taxes 

$  312.9 

$  233.0 

$  224  7 

$  219.1 

S  192.4 

Income  taxes 

155.5 

119.0 

111.0 

1105 

96.2 

Net  income 

$  157.4 

S  119.0 

$  113.7 

$  103.6 

$  96.2 

Earnings  per  share 

$  3.54 

$  2.69 

$  2.57 

$  2.46 

$  2.20 

Fully  diluted  earnings  per  share 

$  3.44 

$  2.61 

$  2.50 

$  2  39 

$  2.13 

Dividends  pershare 

S  1.22 

$  1.16 

$  1.0S 

$  1.04 

$  1.00 

Average  shares  outstanding 

44.4 

44.3 

44  2 

44.2 

43.8 

Management's  Discussion  and  Analysis  of  the  Summary  of  Operations 


Sales  for  1975  and  1974  increased  13.6%  and  10.4%,  re¬ 
spectively.  These  increases  continue  to  be  the  result  of  the 
addition  of  new  stores,  expansion  of  existing  stores  and 
intensification  of  merchandising. 

Cost;Of  salesp0'&upancy,  buying,  selling,  publicity, 
delivery  and  administration  expenses  increased  during  the 
last  two  year  period  consistent  with  sales  trends. 

Provision  for  possible  future  losses  on  receivables,  which 
in  1974  had  risen  disproportionately  in  relation  to  sales  and 
receivable  balances  as  a  result  of  the  uncertain  economic 
climate  which  existed  at  that  time,  have  now  returned  to  a 
more  normal  level  as  a  result  of  the  improved  economic 
conditions. 

In  1974,  interest  expense  had  risen  as  a  result  of  in¬ 
creased  short  term  borrowings  and  higher  rates.  The 
majordecrease  in  1975  was  almost  entirely  due  to  sig¬ 
nificantly  lower  rates.  Effective  February  3, 1974,  the 


company  adopted  the  policy  of  capitalizing  real  estate 
taxes  and  interest  on  construction  in  progress  and  land 
held  for  future  use.  Amounts  capitalized  on  depreciable 
assets  are  amortized  over  the  lives  of  the  assets.  The  effect 
of  tfjfehattgfewas  to  increase  net income for  1 975  by 
$3,196,000  or  $.07  per  share  and  for  1974  by  $2,588,000  or 
$.06  per  share. 

Increased  income  taxes  in  the  last  two  years  reflect 
higher  pre-tax  income  and  increased  state  and  local  tax 
rates  offset  somewhat  in  1975  by  higher  investment  credit. 

Additional  comments  on  the  results  of  the  current  year 
are  contained  in  the  Letter  to  Shareholders  which  starts  on 
page  2  and  in  the  "Reflections  on  a  Memorablepjfr"  by 
Ralph  Lazarus,  Federated's  chairman,  which  begins  on  page 
5.  These  contain  comments  on  Federated's  performance 
in  1975  an4p|the  outlook  for  the  future. 
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Federated  Department  Stores,  Inc. 

Ten-Year  Summary 


7975 


Operations  (millions) 

Net  sales .  $3,712.9 

Income  before  income  taxes .  312.9 

Percent  of  sales .  8.4% 

Income  taxes .  155.5 

Net  income .  157.4 

Percent  of  sales .  4.2% 

Dividends  paid .  54.2 

Earnings  retained .  103.2 

Capital  expenditures .  176.4 

Depreciation  and  amortization .  64.7 

Taxes  other  than  income  taxes .  75.6 

Per  Share  of  Common  Stock 

Net  income11) .  $  3.54 

Dividends .  1.22 

Shareholders' equity  (book  value)121 .  23.98 

Market  price  (high-low) .  57-33 


Year-End  Financial  Position  (millions) 


Notes: 

(1)  Based  on  average  number  of  shares  outstanding 
during  the  year. 

(2)  Based  on  number  of  shares  outstanding  at  end 
of  year. 

(3)  Based  on  average  of  shareholders'  equity  at 
beginning  and  end  of  year. 


Assets .  $1,839.9 

Working  capital .  387.5 

Gross  accounts  receivable .  614.5 

inventories .  383.1 

Property  and  equipment— net .  850.8 

Long-term  debt .  121.9 

Shareholders'  equity .  1,066.1 

Return  on  shareholders'  equity131 .  15.5% 


Statistics 

Number  of  stores  (department  and  mass 

merchandising)  at  year-end .  262 

Square  feet  of  store  space  ((millions) .  36.9 

Average  number  of  shares  outstanding  (millions)  .  .  44.4 
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Board  of  Directors 
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Officers 


Ralph  Lazarus 

Clinton  F.  Herby 

Hal  W.  Field 

Jack  L.  Ratzkin 

Chairman  of  the  Board 

Senior  Vice  President 

Vice  President 

Vice  President 

Harold  Krensky 

John  H.  F.  Hoving 

Weston  P.  Figgins 

Phyllis  S.  Sewell 

Vice  President 

President 

Senior  Vice  President 

Vice  President 

Maurice  Lazarus 

Frank  Mayans 

Alan  B.  Gilman 

Donald  J.  Stone 

Chairman  of  the 

Finance  Committee 

Senior  Vice  President 

Vice  President 

Vice  President 

Eugene  B.  Walsh 

Joseph  J.  Preminger 

Senior  Vice  President 

Robert  J.  Goethals 

Vice  President 

Douglas  Thomsen 

Vice  President 

Chairman  of  the  Board 

and  Controller 

J.  Timothy  Heile 

c.  Robert  Turner 

Ross  F.  Anderson 

Croup  President 

Eugene  Rappeport 

Senior  Vice  President 

Vice  President 

Melvin  Jacobs 

Vice  President 

Edward  E.  Watson 

Lawrence  M.  Isaacs 

James  B.  Selonick 

.  "Ui  V  u  Li  Je  t 

Vice  President 

Vice  President 

Executive  Vice  President 

Lawrence  Lachman 

Boris  Auerbach 

Bernard  S.  Klayf 

Executive  Vice  President 

James  J.  Amann 

Vice  President 

Vice  President 

Charles  Y.  Lazarus 

J.  Gibson  DeLacey 

Herbert  S.  Landsman 

Executive  Vice  President 

Ben  E.  Ames 

Senior  Vice  President 

R.  John  Cunningham 

Senior  Vice  President 

Transfer  Agents 

Milton  S.  Berman 

Vice  President 

Walter  A.  Couper 

Vice  President 

Raymond  H.  Cummins 

Vice  President 

V'ice  President 

Fred  Lazarus  III 

Vice  President 

Gerald  E.  Napier 

'Vice  President 

Registrars 

Treasurer 

Manufacturers  Hanover 

Security  Pacific 

Bankers  Trust  Company 

Crocker  National  Bank 

Trust  Company 

National  Bank 

Two  Broadway 

67  J  West  Sixth  Street 

F our  New  York  Plaza 

New  York ,  N  Y.  70075 

Security  Pacnic  Plaza 

333  South  Hope  Street 

Los  Angeles,  CA.  9007 7 

New  York,  N  Y.  7  0004 

Los  Angeles,  CA  90017 

The  principal  market  in  which  the  common  stock  of  Federated  Department  Stores,  Inc  ,  is  traded  is  the  New  York  Stock  Exchange. 
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